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SUBJECT: TAX REFORM FOR TERRITORIES UNDER STUDY BY FINANCE MINISTRY 

REF: TEL AVIV 6048 

1 . THE FINANCE MINISTRY COMMITTEE DEALING WITH ADMINISTERED 
TERRITORIES FINACES IS DISCUSSING A PROPOSAL TO REFORM 
INCOME TAX LAWS IN THE WEST BANK AND THE GAZA STRIP. 

A FINANCE MINISTRY SOURCE EXPLAINED TO AN EMBOFF THAT, 

BECAUSE OF INFLATION, ADMINISTERED TERRITORY TAXPAYERS 
AUTOMATICALLY MOVE INTO HIGHER TAX BRACKETS WHEN THEIR 
NOMINAL INCOME RISES, EVEN THOUGH THEIR REAL INCOME IS 
UNCHANGED. THE REFORM WOULD INDEX THE TAX BRACKETS SO 
THAT THEY RISE WITH INFLATION, OTHERWISE, A RESIDENT OF 
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THE TERRITORIES WOULD FIND THAT HIS REAL TAX BURDEN 
RISES, EVEN THOUGH HIS REAL INCOME DOES NOT. (A SIMI- 
LAR REFORM WAS ADOPTED IN ISRAEL LAST YEAR.) 

2. MIDDLE-INCOME WEST BANKERS AND GAZANS WHO ACTUALLY 
PAY TAXES WOULD BENEFIT IN REAL TERMS IF THE PROPOSED 
REFORM IS IMPLEMENTED. PERHAPS BY COINCIDENCE, THE 
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GAZA CITY MANAGER (WHO HAS GOOD WORKING RELATIONS WITH 
THE MILITARY GOVERNMENT) COMPLAINED RECENTLY TO EMBOFF 
WHILE RUNNING THROUGH A LITANY OF COMPLAINTS AGAINST 
THE ISRAELI ADMINISTRATION, THAT THERE HAD BEEN NO 
ADJUSTMENTS IN THE TAX STRUCTURE DESPITE 
INFLATION. 

3. COMMENT: THE LEGAL FRAMEWORK IN THE OCCUPIED TERRI- 
TORIES RESTS ON A COMBINATION OF OTTOMAN DECREES, BRI- 
TISH MANDATE LAWS, JORDANIAN (ON THE WEST BANK) AND 
EGYPTIAN (GAZA/SINAI) LAWS, AND ISRAELI MILITARY GOVERN- 
MENT REGULATIONS. PRECEDENT EXISTS FOR ISRAELI "ADJUST- 
MENTS" TO CURRENT ARAB LAWS; SPECIFICALLY, THE ISRAELIS 
EXTENDED THE VOTING FRANCHISE TO ARAB WOMEN ON THE WEST 
BANK FOR THE MUNICIPAL ELECTION OF 1976, ALTHOUGH THIS WAS 
NOT PROVIDED FOR BY PREVAILING JORDANIAN STATUTES. IF 
AS WE ANTICIPATE, THE TAX REFORM PROPOSAL IS ADOPTED 
WHEN STUDY COMPLETED, IT WOULD NO DOUBT BE PUBLICIZED BY 
THE ISRAELIS AS AN EQUALIZATION MEASURE IN NO WAY PRE- 
JUDICIAL TO THE ARABS' LEGAL STATUS. 

LEWIS 
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